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Analyst traces economic pattern: 


RIDES 
A GROUND-SWELL 


of forces shaping a long-term high 


production rate 


TEEL production since the close of the 

war has been at practical capacity 
and for much of this period most pro- 
ducers, consumers and investors alike 
have been asking uneasily “how long will 
it last?” and “when and to what extent 
will there be a downturn?” 

At any time up to the present the 
answer to the question “when” could be 
given without hesitation—“not yet”—and 
the reasons were simple. The huge effec- 
tive demand for consumer durables and 
for capital goods was still unsatisfied. 

Recently, however, we have had visible 
evidence that many consumer durables 
such as refrigerators, washing machines 
and stoves are now in good supply and 
that the large industrial plant expansion 
program appears to have passed its peak. 
Further, many economists have predicted 
that the crest of the post-war boom has 
finally been passed and that industrial 
activity next year will be lower. The 
questions, therefore, take on a new sig- 
nificance. 


Ending of Earlier Shortage 


Before an attempt is made to answer 
these questions, it might be well to de- 
termine whether or not steel is really in 
short supply. Most people will recall that 
at many times in the past, in steel, as 
well as in other industries, there have 
been cries of shortage at various times 
when the shortage was more apparent 


By OSCAR M. MILLER 


than real. In steel one need only recall 
1937 when production was at capacity 
and order books were overloaded. In the 
spring of that year steel demand was 
insistent, but in the autumn salesmen 
were beating the bushes looking for 
orders. The early-year shortage obviously 
was unreal. 

In the spring of 1947, nearly two years 
ago, a number of analysts predicted that 
steel was in the process of repeating the 
performance of a decade earlier. Their 
studies of the demand and supply situa- 
tion led them to the conclusion that fabri- 
cators were not “chewing up” all the steel 
—that inventories were being built up 
rapidly—that stocks would become bur- 
densome before the close of last year. 
Certain other analysts, however, predicted 
at the same time that steel capacity was 
still far from adequate and that unem- 
ployment would prevail because of a 
shortage of steel. 

As usual, the truth seems to lie some- 
where between the extremes. We have 
no unemployment in the usual sense of 
the term. In fact, it is generally agreed 
that we are somewhat “overemployed.” 
On the other hand, inventories in the 
hands of many individual fabricators have 
increased, but they are low in relation 
to the current rate of consumption. Checks 
on operations of a number of consumers 
show that inventories in many cases are 
not beyond a 30-day requirement, whereas 


Workmen opening and shearing hot rolled 
sheets of steel at a West Coast steel mill. 
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a normal inventory is usually a 90-day 
supply. Steel producers themselves con- 
tinue to make efforts to avoid inventory 
hoarding by fabricators and they would 
be only too happy to find customers with 
comfortable supplies in order that ma- 
terial might be diverted to other customers 
who are crying for more and more steel. 
Nevertheless, in some cases a shortage is 
more a matter of types and sizes than of 
total tonnage. For the consuming industry 
as a whole the difference between tight 
and adequate supply is not many millions 
of tons. 


Factor Heightening Demand 


It is obvious that almost each indi- 
vidual fabricator in this country wants 
and could use more steel, particularly if 
he were certain that his competitors would 
continue to have only their present supply 
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of material and labor. Although it might 
be rather interesting to determine what 
the condition of many marginal fabri- 
cators would be if steel were in easy 
supply, such a study at present obviously 
would be merely academic. It would have 
no bearing on the current steel situation, 


which may be described as an uneasy 
balance of supply and demand. 
CHARLES PHELPS CUSHING & A, DEVANEY 







































An analysis of the origins of the present 
tight steel supply suggests that consider- 
able time must elapse before steel is easily 
available. On the changeover from a war 
economy to peace-time operation three 
years ago, steel inventories suitable for 
civilian requirements were abnormally 
low. Passenger automobiles, refrigerators, 
tin containers and many other products 
had either been completely out of produc- 
tion or extremely curtailed and the neces- 
sary working inventories for their manu- 
facture were low or non-existent. Neither 
an automobile nor even a freight car 
could be made from ship plate. The de- 
mand for steel for working inventories, 
therefore, has been insistent and it came 
simultaneously from all types of fabri- 
cators. And, of course, the continuing 
flow of steel required by fabricators to 
satisfy the public’s suppressed appetite, as 
well as its regularly developing needs, was 
not only large, but continuous and with- 
out regard to the usual seasonal pattern. 


Needed in Expansion Programs 


In addition, the steel industry has si- 
multaneously faced the call for huge ton- 
nages for the abnormally large industrial 
plant and equipment expansion program 
of the past several years. And, as a con- 
tributory influence in the inroads made 
on steel output the various strikes of 
steel workers and coal miners have been 
more effective than all of the steel con- 
sumed last year by the entire automobile 
industry. 

The loss of steel production in Europe 
and the war-time destruction abroad have 
added substantially to the burden on the 
domestic industry. Many foreign areas 
that formerly relied on European mills 
for the bulk of their steel had to turn 
to the American market. In 
Europe itself, which normally purchased 


addition, 


only small quantities in this country, 
called for large tonnages of our steel 
in order to carry out its reconstruction 
programs. 

How long will the tight supply situation 
last? The analysis of steel shipments in 
the last year appearing at the end of this 
article affords a few rays of hope inter- 
mingled with many an “if.” 

Industrial construction requirements 
are likely to be lower next year and the 
call for steel for some lines of machinery 
is expected to decline. Demand for steel 


(Left, top) Riggers swing a bleeder valve 
into position on top of a blast furnace. 
(Middle) Welding a cuff on a blast furnace 
“dust-down” pipe. (Below) Over-all view 
of blast furnace under construction. 





for home appliances should also be lower 
Manufacturers of miscellaneous parts sygh 
as bolts, rivets, screws, wire products ap 
forgings may need less steel as the supply 
lines of their essential products improy 

On the other hand, unless strong def 
tionary influences prevail in 1949, the 
demand for steel for automobiles, fgg 
many categories of construction, for cons 
tainers, for the railroads and the oil and 
gas industries is likely to continue j 
as insistent as it has been 
months past. 

The foreign market and the Econom 
Cooperation Administration? The exp 
of steel has been curtailed in reg 
months in order to increase the supg 
for domestic users. If domestic neg 
permitted, exports would rise subg 
tially. 

When will there be a downturn in g 
production? The demand for steel is 4 
most entirely indirect—derived from q 
demand for fabricated products. No 
steel production correlates closely 
changes in business activity. Steel 
clines with downturns in industrial pr 
duction and often the drop in steel outpil 
becomes precipitous. This results from | 
the fact that 90-day inventories quickly 
become adequate for 100 or more daygy 

and at the same time, fabricators 
to cut their working inventories to a6 
day basis or even less. 
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If business activity were now to 










cline to the point of normal employment, 
the effect on the steel industry would be 
virtually nil. Gray markets might dis 
appear and it is possible that certain T 
marginal fabricators would have excess | 
inventory, but steel demand as a whole § °°” 
would still require capacity output. - 
Even if the Federal Reserve Index of i 
Business Activity were to decline 10 to dine 
15 points below the present level of 1%, 
it seems altogether likely that steel pro | 4 
duction, on the over-all, would be virtually name 
unaffected. Steel could be expected to be ie 
in adequate supply and the current prac J. ; 
tice of filling out steel requirements with “a 
more expensive materials would be uw | 
necessary—but capacity production would li 
be necessary. On a sharper decline in J 994 
business activity steel output could be peri 
expected to fall off, but because of the i 
subnormal inventories the decline in sted ] +4. 
would tend to lag behind such a downturn, si 
rather than lead. rail 
And what would happen to earnings? | ,,,,, 
Steel production is a highly integrated the 
operation and each percentage point of i 
production usually means considerable im | gig 
(Continued on page 10) 
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SURMOUNT RISING COSTS 
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earned for every unit in them, less than 
70 per cent record improvement over the 
preceding year. 

As has been known by laymen as well 
as petroleum producers, refiners and dis- 
tributors, this industry has been fairly 
breaking out at the seams because of a 
tremendous demand. Its contribution of 
$805,716.000 to the nine-months earn- 
ings’ total dwarfed all other groups, sur- 
passing the next highest total—automotive 
—by more than 73 per cent. The impres- 
sive rise of rail earnings in contrast with 
the 1947 exhibit was less significant in 
respect to the actual dollars earned be- 
cause the rails were not especially pro- 
ductive of operating profits during most 
of last year. Costs advanced then and 
freight rate increases lagged well behind 
them. 


Highest to Lowest 


Turning from the largest profit pro- 
ducers, percentage-wise, to the lowest for 
the period, it is seen that food manufac- 
turing and distribution concerns fell be- 
hind the preceding year by 4.5 per cent. 
Nine of the 22 companies contained 
in the statistics scored no improvement 
over 1947, the result of dwindled profit 


margins during an inflation stretch when 


loyment, peypecomnccue NET INCOME OF 376 COMPANIES HAVING COMMON STOCK 
vould be LISTED ON THE NEW YORK STOCK EXCHANGE 
. 
pe HE statistics of group net income for First Nine Months of 1948—By Industrial Groups 
ee the nine months ended September Per Cent 
a wae constitute an incomplete cross-section of jw “aos 
put. results among companies listed on the New J, Improvement Net Income 
York Stock Exchange. The 376 compa- Rein pei eo ag orig — 
Index ¢ nies reviewed comprise not many more "To Net Profit Ist 9 Mos. Netemes tadiiex 
ne 10 to than one-third of the full corporate list- Industry Date Ist 9 Mos. 1948 1947) Ist 9 Mos. 1948 1947) 
I of 19, ings. Nevertheless, they reveal the broad Amusement... - + 5 5 3 $ 11,490,000 + 7.9% 
steel PI J} tendency of industrial and transportation Automotive .. . . + 26 25 19 464,245,000 +41.8 
virtually income accounts during an interval of un- Building .----- 2 13 13 70,840,000 +36.1 
ted to be usually active business in many lines . . Business & Office Equip. . 6 6 5 46,781,000 +35.6 
ent pre Fan ‘steteell accompanied by rising costs Chemical . ...+. G1 31 18 308,413,000 +12.2 
ents wilh J oid also by a more grededl wand move- Electrical Equipment . . 10 10 4 142,052,000 424.8 
d be um ment of prices. Tina 2. cs te os 6B 18 15 38,044,000 +47.6 
on would i: cumnicing i goeup nomen of Food»... . +. 22 22 13 135,067,000 — 4.5 
ecline in J 399 per cent over the corresponding 1947 Machinery & Metals. . 49 48 30 117,975,000 +10.7 
could be period, reference to details discloses some 7 - oh ell e * = See tae 
se of the interesting ieee Cink & wat taen tee @ Paper & Publishing. . . 13 13 . 54,045,000 + 2.7 
e in steel | 249 om cont wateen af gouelionn om Petroleum... ... 24 24 23 805,716,000 -+-74.3 
lownturn, pany income and of 62.2 per cent for the Relbend ieee en hark S bes 38 384,431,000 +62.2 
‘ : Retail Merchandising . . 16 16 7 29,092,000 + 6.0 
. 9 | ‘ailroads, the average of the 19 groupings Sia Rien hte pa pe - s15.e8a0e0 4.143 
parnings: 4 would have been far less, somewhere in — : BAA - 14. 
integrated the neighborhood of 20 per cent. It is to ee See Ae #8 - yi ‘ es a 
point of be noted that while all except four of the hace ; ea 9 - cae tae 
erable | different categories show net income ilies eimunaitie Ae 99 15 48,392,000 4 27 
TOUR 6 wk) Soe ee ee 372 260 $3,371,012,000 +33.2% 














raw materials were rising. A lessened 
consumption probably affected some com- 
modities at retail, although the national 
absorption of various high-cost food prod- 
ucts stood at a high level. 

The paper and publishing field, which 
had contributed a feature to volume and 
profits during the war and the first post- 
war year, came down to a modest rise in 
net income of 2.7 per cent, with less than 
half the companies doing better than in 
1947. Retail concerns, 
also, reported a small rise compared with 
most of the other groups, the 6 per cent 
gain, with seven of 16 corporations show- 
ing improvement, bearing out the fore- 
casts made by earlier quarterly reports. 
The large field of textiles made a better 
showing, revealing a gain of 12.5 per 
cent. Eleven of the 14 companies scored 
improvement for the period. 


merchandising 


Change in Management Methods 


The textile company field offers ma- 
terial for close investor study. During the 
last three years corporate information 
has emphasized an increase of manage- 
ment grasp of the problems of integration 
from raw material to finished goods; at 
the same time, consolidations not only of 
companies but also of manufacturing proc- 
esses to the end of reducing costs have oc- 
curred. This suggests that when the his- 
tory of industrial development from 1940 
to date is written, a great deal of stress 
will be laid upon the tightening up of a 
manufacturing business which in previous 
years was subject to periods of feast and 
famine, with emphasis upon the latter. 

The steel and iron business has lately 
received much publicity, centered upon 
the substantial earnings of certain com- 
panies; and attention has also been di- 
rected to the industry by an abnormal 
demand. Some disappointment has been 
voiced this month on account of the larg- 
est unit’s large addition to reserves in- 
stead of distributing an extra year-end 
dividend. The statistical report of 26 com- 
panies of the Stock Exchange list shows 
that the percentage rise of net was mod- 
erate for nine months as compared with 
some of the other major groupings, 
amounting to 14.2 per cent. Seven of the 
26 companies failed to record a gain over 
1947. The industry’s contribution to the 
column of dollars earned was, neverthe- 
less, among the upper four, and from an 
economic point of view heavy additions 
to depreciation and other reserves, in- 
stead of more generous dividends, are to 
be weighed against extraordinary out- 
lays for plant and improvements. 


4 


The results already realized from in- 
tensive plant expansion this year and last 
were registered in substantial fashion in 
steel company operating schedules for the 
second week of November. New and old 
capacity, lifted to about maximum levels 
of production by the pressure of demand, 
was engaged sufficiently to produce more 
steel than in any week of the war. This 
meant that, despite the urgency of war 
production, peace-time requirements for 
the fabricating trades were greater. 

Trade comment indicates that the short 
supply of steel plate is retarding the pro- 
duction of goods made of “flat rolled” 
material, with numerous small fabricators 
unable to fill their volume of orders. The 
over-all picture of the steel business and 
its prospects is presented in considerable 
detail in an analytical article on page 1. 

In spite of the fact that one-third of the 
mining companies failed to increase their 
net over 1947, the 33.5 per cent upturn of 
net earnings highlighted an interval of 
pressing demand for both ferrous and 
non-ferrous metals. The matter of stock- 
piling for strategic purposes points di- 
rectly at a number of metals, but thus far 
trade comments indicate that such ma- 
terials as zinc, lead and copper have been 
going into ordinary consumption at a rate 
to test production facilities. 


Non-Ferrous Metal Costs 


THE ExcHAncE plans to publish a dis- 
cussion next month which deals with the 
problem of enlarging non-ferrous metal 
resources and costs involved in the task. 
This is a significant field of investor in- 
quiry for the reason that the uncovering 
of new metal deposits, frequently of low 
recovery per ton of material handled, in- 
volves extraordinary outlays of capital 
before a pound of metal reaches the 
market. 

No grouping of aircraft manufac- 
turing and transport companies is in- 
cluded in the statistics. The nine months’ 
reports available were too few at press 
time to offer a reasonably comprehensive 





Statistical and other factual infor- 
mation regarding any securities re- 
ferred to in THE EXCHANGE has been 
obtained from sources deemed to be 
reliable but THe EXCHANGE assumes 
no responsibility for its accuracy or 
completeness. Neither such informa- 
tion nor any reference to any partic- 
ular securities is intended to be or 
should be considered as in any way a 
recommendation for the purchase, sale 
or retention of any such securities. 











picture of the industry’s recent situation, 

Despite a great backlog of orders fg 
motor cars and factories not extensively 
slowed by labor disputes, the automotiye 
group was one of the few in which profits 
were not universal for the nine months 
Seven of the 26 concerns in the table 
showed a smaller net than a year before. 
As one of this country’s sturdier indys. 
tries in respect to variety of output and 
popular demand, the group, nevertheless, 
scored heavily in the dollars-of-profit eo). 
umn. More than some other departments 
of industry, the motor car business will be 
under statistical scrutiny in the next fey 
months because of the stock market unset. 
tlement which followed Election Day, 

Chemical companies, of which 18 of 3] 
reported larger net than the year before, 
stood among the major industries in point 
of dollar profits for the period. The per. 
centage rise of 12.2 per cent was consid. 
erably below the average for the statis. 
tical groups. The chemical field has 
received comparatively little attention in 
the news because of price advances for 
its wares. Many of the products made and 
sold in bulk by prominent companies are 
highly competitive; the percentage of nel 
income upturn suggests that moderate 
profit margins were in effect. 


Moderate Gain in Tobacco Field 


In another warmly competitive area— 
tobacco—the profit improvement of a 
group of five concerns was also a bit be 
low the general average. Furthermor, 
only two of the five did better than last 
year and one of the five reported no profit. 
The machinery and metal division, con 
stituting the largest group of the table, 
noted a satisfactory state of business with 
48 of 49 concerns making money and 30 
doing better than in 1947. Here, too, the 
percentage of earnings’ gain was rather 
modest in contrast with other important 
categories. The rise of 10.7 per cent was 
only about half as large as the average 
gain among the exhibits, excepting the 
railroad, petroleum and automotive con- 
tingents. 

Building construction materials’ makers 
had a satisfactory nine months, all 13 
companies making progress in the yeat. 
The business and office equipment com 
cerns reported a sizable dollar profit in 
proportion to their number. Five of the 
six companies increased their net over the 
1947 record, earning $46,781,000. The 
activity of this group carries a suggestion 
about the speed of renovation of mechat- 
ical procedures in business offices, as well 
as the addition of new machines. 


six 

that 
that 
autt 
brig 
plie 
mal 


the 
fact 
acc 


Dur 
whi 


eras 
bou 
whi 
rent 
of | 
the 
the 
bee 
of e 
by 
of | 


to ¢ 


dete 
van 








tuation, 
Jers fo; 
ensively 
OMOtive 
1 profits 
months, 
1e table 
before, 
r indus. 
ut anda 
theless, 
rohit col. 
artments 
S will be 
next few 
et unset- 
Jay. 

18 of 3] 
* before, 
in point 
The per- 
3 Consid- 
ie statis. 
eld has 
ntion in 
neces for 
nade and 
anies are 
ve of nel 
moderate 


Field 
e area— 
mt of a 
a bit be 
hermore, 
than last 
no profit. 
ion, con 
the table, 
iness with 
ry and 30 
>, too, the 
as rather 
important 
cent was 
average 
pting the 


ytive con- 


ls’ makers 
is, all 13 
the year. 
nent con 
profit in 
ive of the 
st over the 
000. The 
suggestion 
f mechan- 
es, as well 


S. 





Basic Market Elements 
Call for Study — 


by Investors in Equities 


By WILLIAM W. CRAIG 


HE stock market’s decline gained mo- 

mentum so rapidly during the first 
six trading sessions after Election Day 
that bewildered investors must have felt 
that a dense cloud had fallen over the 
autumn industrial scene, obscuring lately 
bright landmarks. This observation ap- 
plies to owners of securities acquired pri- 
marily for income. 

The landmarks of the metaphor were 
the plain evidences in October of a satis- 
factory state of corporate net earnings, 
accompanied by a flow of extra dividends. 
During a reversal of the market front 
which saw a decline from 189.76 to 173.94 
in the Dow, Jones & Co, industrial av- 
erage in just about a week, there was 
bound to be present emotional impulses 
which projected thought away from cur- 
rent facts and toward the contemplation 
of possibilities. It is reasonable to hold in 
the light of similar market upheavals of 
the past that dealings since Nov. 2 have 
been guided principally by apprehension 
of events as yet unseen and supported only 
by expectation; and it is in such a period 
of stock market flux that investors need 
to apply realism. 

It is not within the power of anyone to 
determine the shape of the market in ad- 
vance of events. It is practical, however, 


for anyone to avoid a hasty write-off of 
the industrial situation as it stood be- 
fore the price retreat began. It is prac- 
tical, too, to study the implications con- 
tained in certain phases of industrial de- 
velopment during this year and last— 
phases which have a more realistic bear- 
ing upon the long-range investment posi- 
tion than surprise-induced fluctuations of 
stocks. 


Earnings Reinvested 


First, calling for investor review and 
analysis are corporate assets. Many com- 
panies have extended their facilities and 
renovated out-of-date plant by heavy ex- 
penditure of earned money. A single oil 
company, for one, has laid out, or is now 
doing so, approximately $1,000,000,000 
on plant, petroleum reserves, etc., without 
borrowing or selling stock. The steel in- 
dustry has applied to plant hundreds of 
millions of dollars; the chemical, rub- 
ber, motor vehicle and other industries 
have done the same, mainly out of earn- 
ings, and paid sizable dividends at the 
same time. 

The economic product of such expendi- 
ture is two-fold; an increase of produc- 
tion facilities on a great scale, and a low- 
ering of production costs. The chance that 








Sampled Results In Stock Market of Presidential Elections 


— Dow, Jones & Co. Industrial Average and Share Sales — 
(000 in Sales Omitted) 


1916 1924 1932 1944 
D.J.Av. Sales DJ. Av. Sales DJ. Av. Sales DJ. Av. Sales 
Day Before 107.21 1,430 103.89 909 64.58 1,610 147.92 866 
Day After 106.83 2,100 105.11 1,746 61.67 1,268 147.52 732 
Ist six days 107.04* 9,777 107.58* 11,992 65.26* 8,712 145.64* 5,541 
Last day of mo. 105.97 1,296 111.38 1,186 56.35 1,093 147.33 985 
*Average on sixth day. 








corporate income taxes next year may 
rise is not to be ignored, the Government’s 
current and projected outlays being large; 
but with a vast amount of new plant built 
and paid for, possible inroads of the tax 
collector upon profits are not automatic- 
ally to be considered as a forecast of 
wholesale dividend reductions. 

New and paid-for plant was projected 
by the corporations long before a fairly 
recent event appeared in the industrial 
prospect: the European Recovery under- 
taking. Plans for expansion were based 
upon the domestic demand which, imme- 
diately at the changeover from war to 
peace production, began to reach upward 
on a scale exceeding previous estimates. 
For some time to come, American indus- 
try must take into account in its plant 
schedules the output of many kinds of 
goods and materials for the supplement- 
ing of Western European manufacturing. 

Conjecture about next year’s business 
activity pauses under this stabilizing in- 
fluence affecting business volume. By the 
same token, it may be premature to antici- 
pate the actions of Congress, for this coun- 
try’s commitments abroad carry a cau- 
tionary word about any steps at law which 
could retard American productivity. And 
this brings exploration of the industrial 
scene to the matter of “stand-by” price 
controls. 


High Production Level Sought 


Speculative confusion in the stock mar- 
ket has been heightened by re-awakened 
fears of Administration action on prices. 
A little thought, however, shows that with 
high production a continuing aspiration 
of the lawmakers, any question about 
prices is tied closely to the theorem that 
elements likely to curtail free production 
must be thoroughly weighed and treated 
with due attention to economic effects. 

Any investor study of fundamentals 
leads toward the needs of European re- 
covery. Prices, labor-capital relations, and 
other moot subjects of stock market de- 
bate cannot proceed far without taking 
account of foreign requirements, laid on 
top of a domestic demand for goods which 
was not impaired by post-election conjec- 
ture. A wider public understanding exists 
than a year ago of the relationship be- 
tween wages and prices. That has been 
accorded more clarity by public experi- 
ence in regard to rising wages and their 
accompaniment, rising prices. To carry ex- 
perience a step further into a natural 
economic truism: if prices are lowered by 
regulation without a lowering of wages, 
the marginal producer suffers. 

(Continued on page 8) 
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UNFOLDING OF ~ 


By JOHN L. HOPKINS 


| OT ONLY are the “open-end” invest- 

ment companies continuing their 
steady growth of recent years, they sup- 
ply evidence as well that increasing recog- 
nition is being afforded them by fiduci- 
aries, institutions and large individual in- 
vestors. 

A logical development, this; neverthe- 
less, the broadening appeal of these in- 
vestment media provides a relatively new 
feature of the financial market. The logic 
of the situation springs from the fact that 
those characteristics which make the mu- 
tual funds attractive to small investors 
also make them suitable for professional 
investors. 

The characteristics referred to are: (1) 
careful selection and broad diversifica- 
tion of portfolio holdings, (2) constant 
supervision by experienced managements, 
and (3) ready marketability. The last 
mentioned element is comprised in the 
obligation of mutual companies to re- 
purchase their shares at any time, the re- 
demption price being their net asset value 
less a small percentage. 

While there are certain specialized 
funds which invest only in bonds and pre- 
ferred stocks, the greater proportion of 
the capital of the mutual companies is 
devoted to common stocks listed on the 
New York Stock Exchange. The owner- 
ship of listed securities provides the mar- 
ketability that the mutual funds require 
of their investments. 

The almost uninterrupted growth of the 
mutual companies since 1940 is shown by 
the following figures: 


84 Mutua. Funpbs 
Dec. 31 Total Net Assets 
| $1.502.000.000 


| ee eee 1.409,000,000 
RCT eee ee 1.311,000,000 
DEP sascbsnee exe ere 1,284,000,000 
eT oer 882,000,000 
| ere 653,000,000 
iis ew wae eke 486,000,000 
BN dis wee Sis ereea 401,000,000 
MR aed alsin 0, 448,000,000 


*September 30. 
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The steady increase of assets of these 
companies is the more significant in view 
of the fact that certain of the cited years 
were marked by declining activity in the 
securities business and by hesitating mar- 
kets. 

In 1947, for example, total transactions 
on the New York Stock Exchange de- 
clined some 30 per cent from the year 
before, yet the assets of the mutual funds 
increased by $98,000,000, while the num- 
ber of their shareholders rose from 
580,000 to a new high of 672,000. This is 
significant of the investment estimation 
accorded mutual company shares. They 
are purchased largely by people who want 
stability of capital and steadiness of in- 
come rather than speculative gain. 


Balanced Funds Grow Rapidly 


An interesting aspect of the mutual 
companies expansion in recent years has 
been the exceptionally rapid growth of 
the so-called balanced funds. These are 
the companies that balance their invest- 
ments among common stocks, preferred 
stocks and bonds, for the purpose of ob- 
taining a conservative but stable income 
and moderate capital appreciation. 

Between Dec. 31, 1945, and Sept. 30, 
1948, the total net assets of a group of 
balanced funds increased by 50 per cent. 
This compares with an increase of 7 per 
cent for 36 common stock funds, and an 
increase of 13 per cent for 24 bond and 
specialty funds. It would appear that, due 
to the uncertain world-wide conditions 
that have prevailed since the war, the 
conservative program offered by the bal- 
anced funds has particular appeal. 

The statistics suggest a review of the 
mutual fund’s origin and development. 
The open-end investment companies were 
originally designed to appeal to the in- 
vestor of moderate means. Purchase of 
their shares enabled these individuals to 
get the diversification and experienced 
management which they otherwise would 
not have been able to obtain. It provided 
them with the same investment services 
that only investors of considerable re- 
sources could normally afford. That this 
was a sound approach has been shown 





by the steadily increasing popularity e~ 
joyed by the shares of the mutual funds 

However, since the mutual companies 
employed the same methods in handling 
their funds that are requisite to all sue- 
cessful investing, they were well suited to 
fill requirements of a larger calibre. This 
was particularly true of small trusts and 
the trust departments of small banks, 
which represent a great majority of the 
total. By investing in the shares of the 
mutual companies many of these small 
funds and trust departments get extensive 
research and supervision which they other 
wise could not afford. 

Ownership of the shares, moreovel, 
makes possible other savings. Such mat 
ters as bookkeeping, receipt of dividend 
checks and tax returns are all simplified 
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by holdings of mutual company shares as 
compared with an investment “spread” 
over a larger number of individual securi- 
ties issues. 


Large Investors Enter 


These advantages are attracting institu- 
tions and large private investors. The 
1947 report of one of the larger open- 
end companies, for example, showed that 
about 13 per cent of its shares were held 
by fiduciaries and institutions. Another 
mutual fund reported recently that some 
25 per cent of its shares were held in 
blocks valued at $25,000 or more. 

The trend of state legislation and court 
decisions is facilitating the purchase of 
the mutual company shares by trust funds. 
In the absence of specific authority, trus- 


tees are governed in the investment of trust 
funds by the laws of their state. The 
statutes of most states have in the past 
severely restricted the number and type of 
securities which trustees were permitted 
to buy, but in the last 10 years a number 
of commonwealths have recognized the in- 
adequacy of these restrictive laws and 
have taken a more liberal attitude. 

Altogether, 17 states now permit trus- 
tees to operate under the Prudent Man 
Rule, long in force in Massachusetts, 
which allows them much greater freedom 
in the selection of investments. 

Court action has imparted flexibility to 
investments by trustees. Where trustees 
were not prevented by law from purchas- 
ing the shares of mutual companies, there 
has for years existed considerable reluc- 
tance to buy such shares on the grounds 
that it might be deemed an improper dele- 
gation of the trustee’s authority. It was 
felt that trustees might be subject to criti- 
cism on the grounds that in buying the 
shares of the mutual companies they would 
be turning their trust funds over to some- 
one else for investment, rather than in- 
vesting the funds themselves. 


Favorable Court Decisions 


This question was passed on by courts 
during 1947 in three different states— 
Ohio, New York and Massachusetts—and 
in each instance the court upheld the pro- 
priety of purchasing investment trust 
shares by trustees. As expressed in the 
Ohio decision, the court could find no 
distinction between the purchase of in- 
vestment trust shares by a trustee and the 
purchase of the stocks of banks, insurance 
companies or of industrial companies that 
have investment portfolios. 

Another important factor which is stim- 
ulating the purchase of mutual fund shares 
by professional investors is the current 
inflation. The expenditures by the govern- 
ment during the war enormously increased 
the money supply of the country and this 
has been reflected in a substantial rise in 
prices. At the same time, the control of 
interest rates by the government has kept 
the return on high grade bonds and pre- 
ferred stocks at low levels. The result has 


been that in the case of portfolios of fixed- 
income securities, not only has the total 
income declined as compared with pre-war 
levels, but the purchasing power per dol- 
lar of income has dropped even more. In 
consequence, anyone dependent on in- 
come from high grade securities has ex- 
perienced a substantial decline in his 
standard of living. 

One of the means of offsetting these 
adverse investment influences has been 
found in the purchase of investment com- 
pany shares. With the exception of those 
investment trusts that specialize in bonds 
or preferred stocks, all have a certain por- 
tion of their funds invested in equities. 
Experience has shown that a diversified 
list of common stocks of good quality pro- 
vides as satisfactory protection against in- 
flation as can be found. 


Ownership Sought 


Not only do common stocks produce a 
considerably higher income return on the 
average than bonds or preferred stocks, 
but the fact that they represent the owner- 
ship of a business, rather than a fixed 
obligation, causes their equity to fluctuate 
as the dollar fluctuates in purchasing 
power. 

A further explanation of an enlarged 
interest in investment company shares is 
their sturdy price action in recent years. 
During the seven-year period ending Dec. 
31, 1947, the composite performance of 
117 companies, including both closed-end 
and open-end funds, was a net gain of 
65.8 per cent. This compared with the 
gain for the index of all common stocks 
listed on the New York Stock Exchange 
of 49.6 per cent. Some trusts, of course, 
did far better than the average and some 
did poorer, but the over-all record was 
constructive, 

To do better than the averages over a 
period involves no second-sight among 
portfolio managers. The investment com- 
pany method, involving not only careful 
research but continuous supervision as 
well, results in investing over a wide 
range of prices, thus averaging securities 
prices downward as money comes in for 
investment. 








Basic Market Elements for Investor Study 


(Continued from page 5) 





The marginal producer—of whom there 


are thousands—gets along comfortably 
when a balance exists between prices 


for his goods and the wages he pays; and, 
in the mass, such producers contribute 
greatly to the nation’s over-all output. 
An imbalance between prices and wages, 
with the edge tipped too far toward wages, 
and the onal producer’s profit deepen 
and he stops producing. 


Military Needs 


To be added to the necessity of sturdy, 
high production is the demand from our 
military establishment for materials to be 
used in making the nation secure. When 
the investor contemplates the imposition 
of Marshall plan needs and military neces- 
sities upon production facilities already 
busy close to capacity in order to satisfy 
home civilian requirements, he can picture 
business activity of great scope for 1949. 

The investor will find it logical to view 
taxation from much the same angle as 
he does price and wage prospects . . 
from the angle of necessitous production. 
He will take into account that the Gov- 
ernment may, next year, need additional 
but he will also credit the law- 
makers with the acumen to lay taxes over 
areas and in quantities which will not re- 
tard production. 

The 


merely to aid investors to keep a closer 


income; 


foregoing comment is intended 


eye upon fundamentals affecting their in- 
come than upon the day to day tale of 
stock price fluctuations. The early Novem- 
ber fall of prices established no new de- 
parture in the long caravan of price rec- 
ords. The volume of sales on the New 
York Stock Exchange suggested that the 
surface of investment plans had been 
ruffled, but it was roiled also after the 
election of two years ago—a calm event, 
by itself—for the average (Dow-Jones) 
receded almost the same extent on the day 
after election in 1946 as it did on the 
corresponding day this month. 

The industrial average declined a shade 
more than 3 per cert on both occasions. 
In 1946 the pattern was somewhat com- 
parable to what has lately been happen- 
ing, with less precipitance of the decline. 
By Nov. 22, 1946, the market front was 
fully 6 per cent under the level of the day 
preceding the balloting . . . and recollec- 
tion will show that the general interpreta- 
tion of election results was then decidedly 
on the optimistic side, respecting both 
business and the political undertones of 
the Congressional vote. 


Trends After Other Elections 


The table on page 5 depicts some 
statistics drawn from several past elec- 
tions, one of which contained a surprise 
over the result. That was 1916, the year 
when sentiment toward the candidates ap- 
peared to reverse itself during the last 


fortnight of the campaign. While dou} 
entered into Republican estimates 9 
Charles E. Hughes’ chances several hou 
after the count began, it was not until 
the afternoon of the day after election 
that President Wilson’s re-election was 
assured. The stock market reacted fo 
some time thereafter. 

Historically, the election in 1896 ¢gp. 
tained far more tension than did the yop 
ing of 1948; it was in that year that the 
resounding battle between “Sound Money” 
and “Free Silver” occurred. The sound 
money standard was still waving when the 
vote had been counted and mF among 
a great many owners and managers of 
capital found response in a moderate re. 
covery of depressed securities. 


Historical Record 


There is, however, no proof in history 
that the trend of common stock prices for 
the first weeks after Presidential elections 
forecasts continuing market progress or 
regression. Of the 13 Presidential elec. 
tions from 1896 to 1944, inclusive, seven 
were followed by advancing prices during 
the remainder of November, five saw 
prices go lower, and one witnessed con- 
tinued stability, the last being 1944. The 
subsequent price movement on all the 
occasions was such as to minimize at- 
tempts to ascribe the start of either bull 
or bear markets to any of them; for the 
application of economic happenings, not 
politics, to the 50-year chart story showed 
economic elements to be the real guiding 
force. 
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Book Values’ Rise 
Reflects © 


ODAY the buyer of common stocks 

receives more for his money, in cor- 
porate assets, than he has in other recent 
years. It has often been remarked that 
stocks are the one commodity which is 
not inflated. Not only do stocks appear 
deflated in relation to the price levels of 
other kinds of goods—industrial raw ma- 
terials, farm commodities, manufactured 
products—but it is questionable whether 
they reflect even the growing investment 
of business in productive facilities. 

In the two years combined, 1947 and 
1948, business has spent an estimated 
$34,810,000,000 on new plant and equip- 
ment. This has brought a marked in- 
crease in the book value per share of 
many of the stocks traded on the New 
York Stock Exchange. For a sample group 
of stocks, for which balance sheets were 
available at the midyear, the gains are 
shown in the tabulation at the right. 


Emphasis on Earning Power 


Book value, by itself, is scarcely a 
guide to a stock’s worth. Investors rightly 
place stronger emphasis on a company’s 
status as a going concern—that is, earning 
power demonstrated and in prospect— 
than they do upon the valuation set upon 
brick, mortar and steel, or related assets, 
used in producing the earnings. 

But while attempts to relate book value 
to market price rarely are productive, a 
straight comparison of book values, by 





ample, has more than tripled since that 
date. Goodyear’s value has grown nearly 
three times, as have the book values of 


Archer-Daniels-Midland and Bullard Co. 





Amounts have more than doubled for 


Borg-Warner, Chrysler, McGraw Electric 
and Tide Water Associated Oil. While the 
book value per share of General Motors 


was increasing from $18.49 to $30.63, 
Chrysler gained from $17.89 to $38.47. 





themselves, over the years has signifi- 
cance. The well-known security analyst, 
Benjamin Graham, has said: “Let the 
stock buyer, if he lays any claim to in- 
telligence, at least be able to tell himself, 
first, how much he is actually paying for 
the business, and secondly, what he is 
actually getting for his money in terms 
of tangible resources. We do not 
think that any rules may reasonably be 
laid down on the subject of 
book value in relation to mar- 
ket price, except the strong 
recommendation already made 
that the purchaser know what 






























































End of Fiscal June 

he is doing on this score and Years 30, 
be satisfied in his own mind ol ote 1939 1944 1948 
that he is acting sensibly.” Am. Smelting & Refining Co. $25.57 $30.83 $46.10 
Wien teieses eiltelen te Archer-Daniels-Midland Co. . 13.12 21.21 38.79 
dit. wi tae te : pre Armstrong Cork Co. 32.26 36.98 46.14 
: a ae Borg-Warner Corp. 16.28 23.54 37.15 
expanding, figures of book Bullard Co. 10.71 24.42 28.28 
value do not change appre- Carpenter Steel Co. 19.77 29.08 38.00 
ciably from year to year. Once Caterpillar Tractor Co. . 20.83 31.30 35.62 
known, they can be recalled Chrysler Corp. 17.89 2295 38.47 
to mind and still will be fairly Columbian Carbon Co. 17.33 19.91 24.85 
accurate. Only in a period of E.I.duPontdeNemours&Co. . 40.11 49.11 60.10 
rapid industrial development raga nt 1 18.49 23.85 30.63 
o they * : ; . F. Goodric =. . 26.64 46.47 82.51 
ot a a ee Goodyear Tire & Rubber Co. 26.27 43.87 71.18 

Conia: wm ot te McGraw Electric Co. . . . 8.26 10.30 17. 
animes he nals tile -diiele 5. &, Pomeey Gai. 2 ss 9.08 11.98 17.15 
1939 sii: endiel ieee a Procter & Gamble Co. 18.56 23.23 31.94 
; : 5 o. St. Joseph Lead Co. 14.91 17.62 23.86 
warrant investors attention. Tide Water Assoc. Oil Co. 15.04 1954 31.88 
The book value per share of Union Oil Co. of California 29.79 31.91 38.16 
B. F. Goodrich, to cite an ex- United Carbon Co. . 18.99 21.79 2855 























Figures are shown at the midway point 
—1944—to counteract any impression 
that the increases were brought about 
mainly by expansion for war purposes. 
Often the major gains have been made 
since 1944, after the war-time industrial 
expansion was virtually completed. 

In contrast with some other periods of 
active business, there is relatively little 


(Continued on page 12) 







Tangible Book Value per Common Share (1) 


(1) Based on number of shares outstanding as of June 30, 1948. 






























































TAX CONSIDERATIONS AFFECTING 


HOLDERS OF SECURITIES 


LTHOUGH tax rates are reduced 
somewhat by the Revenue Act of 
1948, securities investors still find it to 
their interest to analyze their gain and 
loss position before the end of the tax 
year. 

Both dividend income and capital gains 
receive better treatment in the 1948 Act, 
mainly through the “community prop- 
erty” provisions permitting married cou- 
ples to split their combined income and 
pay their taxes at the lower percentage 
rate applying to one-half of the combined 
income. 

One anticipated effect of the lower tax 
liability is that investors will be less re- 
luctant to take capital gains. Some brok- 
ers point out in their advices that, with 
the outlook dubious for tax reduction next 
year, 1948 may well prove to be a favor- 
able year in which to record gains. 

The tenor of the securities market, with 
extreme divergence in the price trends of 
various industrial offers wider 
opportunities than usual for the balancing 
of capital gains and losses. In the finan- 
cial district tax loss sales are looked upon 


groups, 


as serving a two-fold purpose: lowering 
the tax liability and, by replacing the 
issues sold with others of greater merit, 
upgrading the security portfolio. 

Briefly summarized, a few of the more 
important tax cons‘derations in establish- 
ing capital gains or losses are as follows: 

Profits realized on securities held for 
longer than six months (long-term capital 
gain) are taxed at a substantially lower 
rate than if the security is bought and 
sold all within a six-month period (short- 
term capital gain). 

Short-term capital losses are 100 per 
cent deductible from capital gains in com- 
puting net taxable income. Only 50 per 
cent of long-term capital losses may be so 
deducted. 


Application of Net Capital Loss 


A net capital loss may be applied to the 
extent of $1,000 in any one year to reduce 
taxable ordinary net income. Unused 
portions of a net capital loss in one year 
may be carried forward throughout five 
years, and either applied against future 
capital gains in one or more of those years 


or used to the extent of $1,000 in egg 
year to reduce taxable ordinary 
income. 

Securities sold to establish gains mg 
be repurchased immediately. The py 


ceeds from a sale to establish a gain jg” 


1948 must be actually received by the lag 
business day of the calendar year. 

In connection with a capital loss, the 
loss is not allowed for tax purposes jp 
cases where substantially identical secur}. 
ties have been repurchased, or option to 
purchase has been acquired, within thirty 
days before or after the date of sale. 

To establish a loss during the calendar 
year, the transaction may be effected as 
late as the last business day of the year, 

Mention of these few salient features js 
intended only as a general indication of 
the operation of the tax law. Professional 
counsel is in most cases advisable, as there 
are numerous situations in which the law 
may be uncertain in its application. 

The process of selling or exchanging se. 
curities primarily for tax reasons requires 
careful forethought on the part of the 
investor. Transactions of this nature can 
easily be overdone. Unless there is a firm 
resolve to replace the securities sold, tax 
sales can result in an inopportune loss of 
one’s position in the market. 





Steel Ground-Swell 


(Continued from page 2) 


earnings. A decline, for example, of 20 
or 25 points in the operating rate would 
sharply reduce earnings. With only a 
moderate reduction in output the effect 
on earnings is not likely to be great, 
because of the cushioning effect of im- 
proved plant and labor efficiency which 
would follow, as well as lower prices for 
steel scrap. At the rate at which the in- 
dustry consumes scrap in relation to its 
total output, a decline of even $5 a ton in 
the present scarcity price for scrap would 
result in a reduction of 31 
of a ton of finished steel. 
To this point in the analysis there has 
been no mention of steel for defense pur- 
poses. In the tabulation of shipments it 
is indicated that the shipbuilding, aircraft 


in the cost 


and ordnance industries took some 
400,000 tons of finished steel in 1947. 
In 1941 the total for this group was 


5,400,000 tons (about 7,500,000 tons on 
an ingot basis) and even in 1940 the 
requirement than 1,000,000 
An important step-up of defense 
expenditures could be expected to result 


was more 


tons. 


in an indefinite continuation of the tight 


10 


steel supply situation, and with a sizeable 
increase it would be necessary to impose 
strict allocation. 

Relief under such circumstances would 
not be merely a matter of steel capacity. 
If by some miracle 2,000,000 tons of new 


ingot capacity, with all the necessary 
auxiliary appurtenances, were to be found 
in place tomorrow, steel would continue 
to be in tight supply. Even we cannot 
have both “guns and _ butter”—particu- 
larly if we want a lot of guns. 











Automotive ‘ 

Construction (incl. pipe lines) 
Containers 

Railroads 

Machinery «ew me 

Oil and gas drilling, mining, ete. 
Mise. Domestic and Comm’! Equip. 
Home Appliances, utensils, ete. 
Agriculture aa a ee ae 
Shipbuilding, Aircraft & Ordnance 
Mise. and Unclassified es 
Makers of Mise. Products for Industry 
Mise. Jobber & Dealers 

Export 


Total 


*Source: American Iron & Steel Institute 





Shipments of Steel Products by Market Classifications* 
1947 






Millions of Net Tons Per Cent of Total ” 


| 15.4% 
8.5 13.5 
5.1 8.0 
4.9 tek 
4.2 6.6 
2.2 3.4 
1.7 2.7 
1.6 2.5 
12 2.0 
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9.5 15.1 
4.2 6.7 
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Eastern Corporation 
341,747 Shares 


Common Stock, Par $10 


Ticker Symbol: EEC 














ASTERN CORPORATION rates as 
1} one of the country’s leading produc- 
ers of fine business papers. The products 
are made from sulphite pulp of its own 
manufacture, The mills, located at Brewer 
and Lincoln, Me., are integrated units, 
manufacturing both pulp and paper, with 
a combined 24-hour capacity of approxi- 
mately 240 tons of bleached pulp and 170 
tons of paper. Surplus pulp production is 
sold to manufacturers of paper and paper- 
board. 

The principal line of Eastern Corpora- 
tion papers consists of watermarked and 
unwatermarked bond papers, used gen- 


A steady stream of pulp stock flows through 
the “slice,” shown in foreground, onto the 
Fourdrinier wire of a paper machine 












































erally for business purposes, that is, for 
the making of letterheads and various 
business forms, and includes ledger, mim- 
eograph and duplicator papers. In 1947 
this line accounted for approximately 86 
per cent of net sales. The company also 
manufactures: papeteries, which are pa- 
pers used by makers of greeting cards and 
by makers of stationery designed for per- 
sonal correspondence or for social pur- 
poses; fine wrapping papers, of the types 
used by retail druggists and in the wrap- 
ping of gift packages, and a minor amount 
of miscellaneous papers. 


Outlets for Products 


In terms of net sales approximately 
90 per cent of the papers manufactured 
by the company in 1947 were sold in the 
United States,- primarily to wholesale pa- 
per merchants, whose customers include, 
among others, printers, stationers, schools 
and other institutions, department stores, 
and business and industrial establish- 


ments. On Aug. 20, 1948, such merchants, 
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58 in number, had 90 distributing houses 
in 75 cities in 36 states and the District of 
Columbia, generally in the region east of 
the Missouri River and on or near the 
West Coast. 

Papeteries are sold directly to stationery 
and envelope manufacturers for con- 
version into finished products. The bal- 
ance of the company’s paper sales are in 
or for the export market. Sales offices are 
maintained by the company in Atlanta, 
Boston, Chicago, Dallas, New York and 
Philadelphia. 


Pulp and paper mills of Eastern Corp. at Brewer, Me., fronting on the Penobscot River 






The company, directly and through a 
Canadian subsidiary, owns or has cutting 
rights in timberlands in Maine and Nova 
Scotia. It is the company’s policy to pur- 
chase, locally ‘and in Nova Scotia and 
New Brunswick, as much of its wood re- 
quirements as possible, and to fill its re- 
maining annual needs from its own timber 
operations or those of its subsidiary. The 
2,000 employes on May 31, 1948, in- 
cluded woods’ employes. 

Research and testing, conducted with 
modern equipment by approximately 20 
technicians, are an integral part of the 
company’s operations, and in recent years 
its research activities have brought about 
substantial savings and improvements in 
its products. A new sulphite pulping 
process presently in use at the Brewer 
plant, believed by the company to have 
advantages over the ordinary sulphite 
pulping process, has increased the pro- 
duction and improved the quality of the 
pulp. 

Net additions to buildings, machinery 





and equipment during the period Jan. 1, 
1938, to May 31, 1948, aggregated 
$5,135,000. The principal addition was 
the construction in 1945-1948 of the 
power plant at the Brewer mill at a cost 
of approximately $2,164,000. 

The consolidated balance sheet as of 
May 31, 1948, showed total assets of 
$14,554,467. Current assets were $6,890,- 
863 and current liabilities were $1,524.,. 
525 as of that date. Net sales were 
$15,514,124 during 1947 and $7,529,955 
during the first five months of 1948. 
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DIVIDEND PAYMENTS 
IN LONG-TERM GROWTH 


ROM what many believed would be a 

short-lived inflation after the war, the 
post-war boom has now progressed long 
enough so that it is certain that some of 
its changes are fundamental and will have 
lasting effect. While no one looks for a 
non-stop boom—that would be folly rival- 
ing the “New Era” concept of the 1920s 
—it is entirely possible that several sizable 
industries are seeing adjustments in their 
supply-demand relationships 
that will lead to better equilibrium. 


long-term 


In good times, prosperity normally ex- 
tends to all lines of business. For some 
the stimulated activity is comparatively 
temporary; others may find the seeds of 
a long-term upward trend in the boom- 
brought opportunities. The question in 
any single industry is entirely open. 


Mainstay of Earlier Prosperity 


Recalling the past, the spectacular de- 
velopment of the automotive industry 
was one of the mainstays of the 1920s’ 
prosperity. Automotive earnings declined 
perilously in the 1930s, along with the re- 
sults of most business. Yet the automotive 
field recovered with a growth trend still 
strong enough to attract important new 
competition at the end of World War II. 
The growth in business operations of 10 
industries represented on the New York 
Stock Exchange is shown in the accom- 
panying table in terms of total dividend 
payments at the ends of a seven-year 
span. While a cyclical recovery, plus 
cheaper dollars, accounts for a large part 
of the gains, some branches of industry 
simultaneously are reaching new levels of 
development. The introduction of paper- 
board containers as well as a host of other 
new products such as paper window cur- 
tains and automobile seat covers woven 
from twisted paper strands, as an exam- 
ple, has given a forward drive even to this 
highly cyclical manufacturing industry. 
Today the average American uses six 
times as much paper in a year’s time as 
he did 50 years ago. Just since 1939 the 
manufacturing capacity of the industry 
has grown by approximately 42 per cent. 

In another industry listed in the statis- 
tical table—textiles—a higher degree of 
integration, especially among cotton tex- 
tiles, indicates that managements may be 
more far-seeing and better able to prevent 
the type of overproduction that plagued 
the industry in the 1920s. Far from any 
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overbuilding of capacity, the total of U. S. 
cotton spindles has been squeezed down 
from the all-time peak of 38,000,000 
reached as long ago as 1925 to a recent 
total of approximately 24,000,000—a re- 
duction of more than one-third. Lately, 
with the aid of mounting consumer in- 
comes, retail sales of cotton goods have 
held at a high level throughout more than 
three years of full-scale civilian produc- 
tion. Abroad the domestic industry has 
effectively consolidated its position in 
markets left vacant by the Japanese, and 
in which the British are handicapped by 
obsolescence and war exhaustion. 

The total of textile dividends in the 
table includes the results of wool and 
rayon producers, but cotton is by far 
the largest single component of the busi- 
ness. The textiles rank close to the top in 
over-all dividend gains, exceeded only by 


— 
Seven-Year Trend of Common Stock Dividend Payments 
First Nine Mos. 1941 First Nine Mos. 194g 
No. of Issues Est. Total No. of Issues Est. Total 
Paying Cash Dividend Paying Cash Dividend 
Dividends Payments Dividends Payments 
Automotive. . . . . . 37 $175.332,000 56 $204,762,000 
ree ee 14,778,000 25 31,171,000 
Electrical Equipment . . 13 35,242,000 19 59,658,000 
Garment Mfrs... . . . . 3 1,640,000 6 2,651,000 
i ea 66,724,000 30 106,202,000 
Paper & Publishing . . . 21 9,118,000 30 45,887,000 
Retail Merchandising . . 49 83,144,000 65 160,651,000 
Rubber . . ..... 5 5,448,000 8 26,445,000 
Textile . ..s+.e-s+ 13,424,000 36 61,769,000 
Tobacco. ...... 16 52,882,000 16 49,890,000 





the paper and publishing and rubber jp. 
dustries. The 1941 and 1948 totals cannot 
be compared strictly, as the later figures 
include companies added to the Ey. 
change’s list of securities in the intervyep. 
ing period. 

Under economic theory, there are ya. 
rious types of cyclical trends in business 
activity. The most familiar is the general 
business cycle usually of a few years’ dura. 
tion, or the well-known ups and downs of 
over-all business. The most basic, for any 
individual industry, is the long-term, ot 
secular, trend of the particular industry, 
often running as long as 30 or 40 years. 

A cycle of the former type, fed by the 
mounting money supply, dominates the 
accompanying statistics. Yet it is certain 
that at the current pace of industrial 
progress there are at least scattered exam 
ples of long-term, basic growth. 





Book Values’ Rise 


(Continued from page 9) 


“writing up” of assets. In fact it is safe 
to say that the fixed assets of most es- 
tablished companies, represented on the 
New York Stock Exchange, are carried 
at conservative figures. The bulk of their 
plant and equipment was acquired years 
ago, at prices far below the current level, 
and has been “written down” extensively 
since that time. The stock buyer, accord- 
ingly, gets more for his money than the 
mere figure of book value indicates. 
Companies which have been put to- 
gether in the last few years and are largely 
made up. of new, high-cost facilities, may 
find themselves in a less enviable position. 
They are relying on high selling prices 
for their goods to offset their inflated 
plant and equipment costs. So far the 
business climate has favored them. 


But amid all the industrial growth the 
security holder finds himself in the para- 
doxical position of not reaping a corte 
sponding harvest of dividends. Combined 
dividend payments by all companies listed 
on the New York Stock Exchange have 
gained only moderately, nowhere near 
keeping pace with the rise of earnings. 
Where the greater equity of stockholders 
does show up is in mounting book values. 

Both 1947 and 1948 might well be 
termed the years of “dividends deferred” 
—in favor of reinvestment of earnings. 
This choice, it may fairly be said, was 
not willingly sought by business manage 
ment; rather it was dictated by present 
day conditions—mainly the difficulty of 
obtaining new capital under existing tat 
policies, such as double taxation of cor 
porate earnings paid out in dividends, 
which leave many investors with little it 
centive to acquire corporate securities. 
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READING, 


PA. 


_.. Glad to note in an October article that 
attention is paid to stockholders who feel 
little concern whether prices keep on the 
move or stay quiet for long periods. Count 
me‘among them, please. My thought about 
investments may be unorthodox, but, after 
choosing them with the help of a broker I 
feel to be competent, it is more comfortable 
simply to take the dividends, regardless of a 
thrill if the prices rise, or annoyance if they 
move the other way. You will think—cor- 
rectly—that I do not want to feel that I am 
speculating. 


Miss K. H. 
RALEIGH, N. C. 


It is surprising to me that more of our 
large, prominent companies do not have em- 
ploye stock purchase plans, as described in 
your October issue. Large sums are spent on 
institutional advertising and employe rela- 
tions programs. Here is something concrete 
to show how our business system works. 


A. F. G. 
TULSA, OKLA. 


Far is it from my thought to offer advice 
on the stock market. Nevertheless, it will 
not be encroaching upon limits of discretion 
to note a couple of ideas which are little 
considered by many investors, or so it ap- 
pears to me, a strong partisan of the real 
“long pull” in investing. First: this coun- 
try’s population is growing rapidly. A rise 
of something like 12,000,000 since 1940 
means, I should estimate, that there are in 
the neighborhood of 2,000,000 more families 
than eight years ago. The buying power of 
so great an increment forces an overhauling 
of fairly recent estimates of the actual and 
potential demand for a myriad of goods and 
services. Second: although our industrial 
plant, including electric and gas companies, 
has been enlarged extensively since 1940, 
and older plant renovated through the out- 


lay of billions of dollars, still it is not suff- 
ciently large to care for the present demand 
for a wide array of products, saying nothing 
about the needs of the future. 

Of course, allowance must be made for 
present boom conditions—the filling of pipe- 
lines whose contents shrank during the war 
—the high state of employment at high 
wages, and so on. It is possible that once 
the above-average demands are pretty well 
satisfied, business volume may recede some- 
what. But only for a brief interval, in all 
likelihood; for the growth of population, 
alone, should effect a greater demand con- 
tinuously than existed during a former 
time-measure of prosperity—the exuberant 
1920s. Wise investment should take these 
items into consideration and look ahead with 
confidence, lodged upon a base provided by 
a close examination of equities with proba- 
bilities of growth as the nation grows. 


O. H. G. 





MEMPHIS, 


For more than three years, I have used 
such extra money as comes my way to buy 
oil company stocks. Any investor who really 
pays attention to what he is doing can recog- 
nize the more prominent companies—all he 
has to do is watch the billboards and pumps 
in front of service stations. I bought, be- 
sides stocks in several of such companies, 
some in smaller corporations which may be 
well known in other parts of this country. 
Here are several of them (concerns centered 
mainly in far Southwestern and far Western 
states). They have done little in the market 
since I bought them. Perhaps you could 
give me an idea or two about switching into 
others. 


TENN. 


cc 5. 


Epiror’s Note: Changing investments is one of 
the fine arts of the investment business. Growth 
possibilities as well as other elements enter into 
choice. At any rate, THE EXCHANGE does not en- 
gage in advisory work. 


Letters to the editor in whole or in part, are presented here as a contribution to current 


discussion of investment, economic and general financial subjects of public interest. 


VENTURA, CALIF. 


This is the season of year when securities 
investors are prone to busy themselves with 
paper and pencil, figuring out possible tax 
savings by selling certain of their securities. 
While there can be no arguing with the dol- 
lars-and-cents reduction often effected in the 
tax liability, it is my opinion that selling of 
this sort can easily be overdone. The se- 
curities sold may be at depressed levels not 
because of deteriorating prospects of the 
particular companies involved, but because 
of general market conditions. I know that 
the usual intent is to make purchases of 
some other securities at some future date. 
But how often is this resolve carried through 
F aie 
into action? L. B.D. 


DENVER, COLO. 


The transport airplane ... has this year 
demonstrated its utility as a genuine com- 
petitor of older media for the haulage of 
goods and materials. As an economic up- 
heaval, the Berlin air lift is an innovation 
for the books! The expense involved does, 
of course, still rate this surprising daily 
feat as a specialty, an emergency operation, 
yet the tonnage of heavy stuff being carried 
discloses vast possibilities. Then I read that 
the West Coast shipping strike has induced 
the transfer of heavy loads by air to Alaska 
and Hawaii. The railroads are puzzled by a 
fall of less-than-carload lots of freight in 
recent weeks. Perhaps attention should be 
directed toward the air carriers. 


7. Re E 


TOKYO, JAPAN 


. . . We find the Japanese securities deal- 
ers extremely interested in our American 
financial papers and magazines—and when 
I loan a copy of THE ExcHANGE, it really 
gets a mauling. I think they pass it all 
around “Kabuto-cho,” Tokyo’s Wall Street, 
before they return it. I enjoy it, too. 


F. X. J. O'B. 





Have you ever looked 


at investment ¢his way ? 


For years the New York Stock Exchange has urged investors to get the facts; to base their judgment 
only on dependable information. This means—know your securities! It also means—know your broker! 
y Your broker should be far more than merely an agent for the purchase or sale of securities. As a 
businessman whose relationships with clients are close and highly professional...as the trusted custodian 
of securities ... as one whose experience and judgment are drawn upon constantly... he should be a man 
of unquestioned integrity and responsibility. In fact, your broker should meet aii the following tests: 


. INTEGRITY . .. This is the first essential for 
membership in the New York Stock Exchange. Only 


those who meet exacting standards can qualify. 


. HIGH STANDARDS OF BUSINESS CONDUCT... 
Members and partners of Member Firms of the Ex- 
change agree to conduct their affairs in accordance 
with a code of self-regulation unsurpassed anywhere 
for strictness. These Exchange rules cover, among 
a great many other things, the amount of capital to 
be maintained ... disclosure to customers of the 
Firm’s financial condition . .. plus specific require- 
ments for handling customers’ orders and securities. 
The purpose of all these rules is clearly stated in 
the Exchange’s constitution: “To maintain high 


standards of commercial honor and integrity. 


3. PROFESSIONAL SERVICE ... Through more 
than 1500 offices, located in nearly 400 communities 
from coast to coast, Member Firms offer investors 
an efficient and thoroughly professional service. 
Whatever the investor’s needs — research, consul- 
tation, handling of orders or information about 
opening an account—his requirements are met by 
trained personnel. Representatives of Member Firms 
who handle customers’ accounts are registered with 
the Exchange and each new registrant must pass a 
searching examination as to character, experience 


and competence. 


These facts, we believe, demonstrate the importance of 
knowing your broker. They also indicate some of the 
many positive advantages of doing your investment 
business with a Member Firm of the New York Stock 
Exchange. 


& New YorK Srock EXCHANGE 
















